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EXECUTIVE SUMMARY

EVALUATION PURPOSEAND EVALUATION QUESTIONS

The evaluation has an over-arching objective which is to measure the performance of the Loan
Portfolio Guarantees (LPG) through the Development Credit Authority (DCA) activity. To do so,
the evaluation seeks to:
A Determine if the DCA resulted in an increased amount of finance mobilized by tourism
and small and medium agribusinesses enterprises;
A Assess the effectiveness of having access to the DCA facility on food security, nutrition,
and incomes of targeted beneficiaries; and
A Assess the extent to which the DCA activity is (i) contributing to building the credit
worthiness and bankability of the beneficiaries, as well as (ii) fostering self-sustainability
financing within lenders.

The primary audience for this evaluation is the USAID/Mozambique Agriculture, Trade and
Business (ATB) team. Secondary audiences include the implementing partners and their
stakeholders, the Government of Mozambique (GoM), relevant donor groups, the private sector,
and other stakeholders. There may be areas where some evaluation findings will be shared
with these and other stakeholders for discussion.

The Loan Portfolio Guarantee is an important instrument used to increase access to finance in
the agriculture sector through the Development Credit Authority in Washington in collaboration
with USAI Dés Mission in Mozambique.

The first LPG-DCA agreement involved the Banco Comercial de Investimentos (BCI) over a 5-
year period during which about only half of the facility was used. The target group included
actors across the agricultural value chain. An initial market assessment was done of three
banks: Standard Bank, Millenium BIM (BIM) and BCI; only BCI expressed an interest. No
evaluation was done of this first experience, thoughthe L P G6 s

A second market assessment was done (in 2009) including the same banks of the first
assessment plus Barclays Bank, Banco Terra (BT) and Banco Oportunidade de Mogambique
(BOM). The latter three banks showed an interest but Barclays Bank pulled out after
agreements had been drafted. At that stage each of the three banks was to focus on different
segments of the market, with Barclays catering to large enterprises, BT with SMEs and BOM on
micro clients. BT and BOM signed contracts in 2009 and two years later a subsequent
agreement was negotiated with BT, largely because of the perceived need for US dollar loans.
The second LPG was in partnership with the Swedish International Development Corporation
Agency (Sida), and introduced the tourism sector with a particular focus on woman owned
enterprises.

To summarize:
A The DCA activities contribute to US A1 D/ Mo z a WIBIOd ¥ & Resulbssramework
A USAID/Mozambique established LPGs with BT and BOM i to expand their agriculture
and tourism loan portfolios.
A The guarantees seek to ensure retail lending to micro, small, medium and large
enterprises (MSMLES) along the agricultural value chain,
A A partnership was established with the Swedish Government in 2011 for an equal 50/50
risk-share of the second Banco Terra Guarantee.
This performance evaluation focuses on the three LPG-DCA activities implemented from 2009
to July 2014 with BT and BOM in Mozambique.
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EVALUATION QUESTIONS, DESIGN, METHODS AND LIMITATIONS

This was a performance evaluation of the LPG through the DCA. To achieve this goal,
evaluation criteria were presented in the Request for Quotation (RFQ) and those criteria were
further developed to establish the Evaluation Questions presented later in the report. The
criteria were as follows:

1. Effectiveness of the DCA:

o Forthe Banks-Di d the guarantee change the
target sector?

o For the Borrowers - Did borrowers seek credit before the guarantee?

o Determine how effective the Technical Assistance to the loan beneficiaries was
for the specific objectives to be reached

o For the Guarantor (USAID) i How effective was the engagement? How
frequent/effective was the engagement between the bank and Sida?

2. Sustainability

o For the Borrowers - After receiving credit, what percentage of clients are able to
accept loan outside of the DCA program guarantee?

o For the Market - Did non-partner banks/financial institutions initiate or increase
lending to the target sectors?

3. Counterfactual - What exogenous factors affected the financial sector during the
agreement period? How? Have these factors also affected the performance of the DCA
guarantee(s)?

4. Relevance - From the DCA program experience, are there opportunities in other sectors,
subsectors, or target groups to utilize loan guarantees?

This evaluation aimed to follow the U S A | Bvalsation framework revised in 2012 for the DCA
where the Theory of Change is administered to evaluate the results at four levels: inputs,
outputs, outcomes and impact/effectiveness of the interventions.

Quantitative and qualitative data were collected. Although the initial RFQ had demonstrated
great interest in having a wide regional survey conducted, reality showed that there were not
enough individual borrowers to be surveyed for the quantitative survey. It was thus limited to the
Gaza province where only BT borrowers were interviewed along with non-beneficiaries. In total,
103 people were survey with a very low count of direct beneficiaries (17.6% of 103 interviews),
as people were reluctant to meet once mention of the bank was made. The majority feared
being penalized for not paying the debt (93 out of 95 borrowers in Gaza province, Chokwé at BT
defaulted). Nevertheless, the data collected was valid as the qualitative data did reveal very
similar results in the other regions of the country. In summary:
1. A mix-methods approach was implemented, including statistical analysis of loan key
informant group and group interviews, and document review data;
2. Banco Terra and Banco Oportunidade were visited at their Headquarters (HQs),
3. 103 quantitative surveys were conducted of direct beneficiaries in Chokwé district, Gaza
province:
o 30 women and 73 Men
4. 26 Qualitative interviews were conducted in total, namely:
0 9 Loan Clients were interviewed in Chokwé district, Gaza province
0 7 Loan clients were interviewed in Manica:
I 5 Group interviews
T 2 Individual commercial farmers
o 10 Group loan clients (production) were interviewed in Zambézia:
i. 4 Group loans
i. 6 Individual interviews with emerging farmers
10

bank©
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FINDINGS AND CONCLUSIONS

This section summarizes the findings as per the evidence found in the field during the data
collection and analysis. The findings are presented as per the DCA Theory of Change looking at
the input level, outputs, outcomes and impact/effectiveness level for the borrowers, lenders and
the market.

Input level
Effectiveness of the DCA for the
o Banks -Di d the guarantee change the bankods
sector?

The two banks which implemented the LPG-DCA are very different in nature. Banco Terra (BT)
is more focused on medium to large enterprises (MEs) while Banco Oportunidade de
Mocambique (BOM) is focused on the micro and small enterprises (MSES).
It was observed that BT kept its regular procedures of applying and evaluating the loans which
were then approved for the DCA. In cases where BT concluded that the collateral presented by
the proponent wasnoét -requisitesgyédt the businesa taseswasypromisirgy, pr e
the bank used the DCA to cover the risk of lack of sufficient collateral and financed the
applicant. This practice does not reflect a change in procedures by BT but it does reflect the use
of the DCA in cases which otherwise would have been rejected by the bank for financing.
BOM, on the other hand, adjusted itself to be able to serve the rural agriculture market segment.
It created specific loan products (production and commercialization loans) and created an
agriculture unit currently staffed with qualified agronomists trained by BOM to become loan
of ficers, t hus al dsgto then mpeds of ehe farmerk t©6 e umderstood by
someone who knows the sector. In addition, BOM acquired Mobile Bank Units which are used
to expand the reach of its banking services to its rural clients.

o Borrowers - Did borrowers seek credit before the guarantee?
BOM reported having 68 percent of its clients as first-time borrowers, of which 67 percent were
men and 33 percent woman. The qualitative survey
of the clients interviewed had their first experience with a financial institution through the DCA-
loan. This was particularly true for clients with minimal level of education. From the quantitative
survey, 46 percent of the interviewees reported having a bank account in the period 2007-2009
against the 48 percent for the period 2010 i 2013, showing a minimal change in possession of
savings accounts contrary to no change at all in access to loans in the same period, with only
33 percent of respondents mentioning having access to loans.
The assessment also revealed that some of the TA partners have been crucial in linking farmers
to financial institutions when they see there is potential. The Agrifuturo project (which included
CLUSA and Technoserve as consortium members and in this particular case they will be
referred as Agrifuturo), individually and as part of other interventions funded by different donors,
Technoserve (Gates soybean and USAID FinAgro projects) and CLUSA (NORAD/PROMAC
project) were mentioned as linking farmers to BT, BOM and BCI. AgriFUTURO is said to have
organized and transported farmers from Gurué to Nampula where they obtained loans from BT.
They are also said to have referred potential borrowers to BOM when its branch opened in
Gurué.

o Determine how effective the Technical Assistance was for the specific objectives
to be reached
Some of the USAID agriculture development programs (e.g. AgriFUTURO) had components of
finance facilitation through which some producers were referred to BOM and BT, as well as
trained on management skills and loan management. BOM particularly appreciated the work
done by these programs, especially in the building of awareness in borrowers about financial
literacy. Both BOM and BT were critical of the unpredictability of NGO-driven TA because their
11
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presence in certain areas depended on projects with fairly short life-spans and the high turn-
over of qualified field staff Guarantor (USAID) i

How effective was the engagement? How frequent/effective was the engagement between the
bank and Sida?

In terms of communications and assistance from USAID and DCA staff, BT was effusive, stating
that there was excellent support as well as interest in their progress. While initial interactions
consisted of weekly visits, now the visits are less frequent but with more people. This is partly
due to better understanding of the banks in the operation of the application and reporting.

As in the case of BT, BOM did not fully understand the administrative aspects of the DCA,
especially in terms of drawing on the Loan Portfolio Guarantees (LPG) On the basis of rumors
that claimed procedures were tedious BOM assumed the full loss, believing it was not worth
their while to claim on relatively small amounts (200,000Mt). It was only after a visit by a
USAID/DCA team early this year (2014) in which the question was raised on why claims were
not submitted, that BOM was made aware that that the procedures were not that onerous. this
progress meeting also shed light to the fact that as a result of miscommunication, BOM had not
used the DCA Credit Management System (CMS) to upload data and submit its reports even
though access to it had been granted from the beginning. BOM had submitted its reports until
then directly to the local USAID mission by E-mail. As a result, the CMS had not issued any
invoice to BOM. As procedures were clarified to the current BOM management, claims were
then submitted in January and paid in April. As this was the first submission, BOM feels that the
process can be even faster (versus the current 6 months for BT). While BOM had been
skeptical before about procedures, it is now encouraged and finds the USAID/DCA Team very
helpful. Data was taken from the BOM management information system (MIS) and transferred
onto the DCA Credit Management System and BOM staff has been trained to do this.
Implementation during the first year was slow, with only about 10 clients but began to increase
rapidly in 2012/13. For 2014, with data entry and claims procedures clear, projections are far
more optimistic.

Both banks were satisfied with the flexibility of approach by the LPGs in terms of geographical
and crop coverage. BT is currently negotiating a new DCA but is concerned about the newly
i mposed restrictions in terms of gender , |l ocati ol
issues for a commercial bank focusing on its survival. The new DCA LPG is limited to Manica,
Zambézia, Tete and Nampula.

Gender reporting - seems to have been overlooked in terms of importance by both banks which
suggests that it was not sufficiently emphasized during the inception phase. Little effort was
made to filter out the real number of female beneficiaries. BOM groups loans are almost all in
the name of men (mainly due to cultural reasons) but a significant percentage of beneficiaries
are women (20-30%). BT only recently became aware that gender specific information was
required.

BOM estimates that 25% of its total beneficiaries are women and want to serve more women.
However, this is proving difficult as group meetings are usually almost exclusively attended by
men; cultural factors prevent increased female participation; estimates that 33 percent of
beneficiaries are women.

12
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Table 1. Summary of Banco Oportunidade - Agriculture Portfolio

varigble ~ Nr/value ~ Men  Women
PiRdiVidualm e g clients- 1.304,487MZN 88% (7) 12% (1)

65 clubs/groups- 5,255,963 67% (44) 33% (21)
7 Associations- 2,055,260

Club/Group
‘Associations

Source; BOM i data for end of May 2014

During the interviews it became evident that although 10 of the 95 borrowers in Chékwé were
said to be women, those women had little or no influence in the management of the funds they
borrowed. They were requested to sign the documents presented to the bank but their
husbands managed the loans. During the interviews, the husbands came to respond for the
loans and in most cases the women were not present and even when they were present, they
said that the husbands were better fit to respond for the management of the funds. There were
two cases were the women did come to respond for the loan but were very uncertain of the
responses and/or they could not recall most of the events surrounding the loan.

Partnership with Sida - The involvement of Sida introduced new aspects vis-a-vis previous LPG
with BT including: introduction of tourism sector and loans in USD. Sida also required greater
geographical flexibility with less emphasis on lending to corridor based activities.

Sida was generally satisfied with the DCA experience and saw it as an important instrument for
the organization to better understand the private sector. However, it felt that, despite funding
half the LPG, it was treated as the nAsilent
in terms of monitoring and evaluation (M&E).

5. Sustainability
0 Borrowers - After receiving credit, what percentage of clients is able to accept
loans outside of the DCA program guarantee?

Both banks are certain that without the DCA guarantee they would either not serve this market
segment or would do so by elevating the requirements so as to minimize their own risk
exposure. Collateral requirements, interest rates and loan terms would be much higher, thus
making it unaffordable to most of the current clients under the DCA program.
The DCA guarantee has nevertheless allowed many previously unbankable people to have
access to financial services they would otherwise not have access to. These people are slowly
building their relationship with financial institutions and not only acquiring a loan but also a bank
savings account. The TA provided by development programs and, in particular, that provided by
Technoserve and Clusa were mentioned by the beneficiaries as important in the linkages with
financial services.

o Market - Did non-partner banks/financial institutions initiate or increase lending to

the target sectors?

There is no evidence that the experience of BOM and BT has led to other financial institutions
lending to agriculture and tourism sector. During the period of 2009 and 2013, some institutions
like SOCREMO (a MFI bank) considered but decided against entering the sector because it
required 100 percent guarantee. Smaller institutions such as Fundo de Desenvolvimento da
Mulher (FDM) and Hluvuku-Adsema (which recently applied for a Micro-bank license), both
microfinance institutions with a development orientation, have introduced and are currently
providing agriculture finance in peri-urban and urban areas in the Southern provinces of
Mozambique. These institutions make use of the loan funds from Economy Rehabilitation Fund
I FARE (an International Fund for Agriculture Development (IFAD)/GoM program for rural
financial inclusion).
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6. Counterfactual
0 What exogenous factors affected the financial sector during the agreement
period? How? Have these factors also affected the performance of the DCA
guarantee(s)?
In addition to TA providers, third party interventions come in the form of input provision and
deducting outstanding debts from farmers by the companies purchasing their produce (off-
taking). The role of these additional players is very important in terms of improving productivity
but also in reducing risks. However, on the negative side the evaluators noted that, largely due
to inexperience, third party entities can seriously prejudice the position of the banks and the
loan clients. As discussed below, third parties can add a significant risk to the loans resulting in
default which, under a DCA cushions the impact on banks but could seriously compromise client
credit standings. Late deliveries of inputs, equipment and farmer services result in late planting
and affecting yields and repayment capacity. In extreme cases (discussed below), farmers were
charged for services that they did not want (due to inappropriate timing), debited with a loan
which they could not repay and | ater registered \
as defaulters. In another case, a late delivery of machinery procured through a project resulted
in one client not being able to repay the loan as planned resulting in severe financial difficulties.
BOM requires the presence of off-takers to buy from their clients. In one case, a major off-taker
for many groups producing soy ran into financial difficulties and was unable to purchase as it
had contr act elentswihe DCA BuSHibassbanks from these inefficiencies but does
not protect borrowers from exogenous events caused by third party failures.

Donors are clambering to promote financial services with a significant number of interventions
promoting: i) guarantee funds (USAID/SIDA/DCA, Danida, AFD, Rabo Foundation, AfDB,) ii)
SME lines of credit (KfW, IFC), iii) financial inclusion (DFID, KfW and CIDA), iv) informal
community based savings and credit groups (IFAD, EU, GIZ). Between these interventions
there are other initiatives, often coming from the same donors which are undermining financial
best practices. The one that comes to mind to most commentators is the Government-initiated
Fundo de Desenvolvimento do Districtseete@FDD) hoemma
which is intended to be a credit fund to promote economic activities in all the districts but has
essentially operated as grants to favored beneficiaries (electioneering strategy) who have repaid
only a fraction of the loans, with no sanctions taken against any defaulters. Although donors are
quick to condemn the FDD, there is an urgent need for them to assess the distorting effects of
some of their interventions. One obvious example emerged when BOM said that they had lost
an important client (EKA) in Chimoio which provided inputs and acted as an off-taker to small
contract farmers. EKA was said to have found another source of credit. Information obtained
from Agrifuturo revealed that this credit came from the donor-funded AgDevCo Catalytic Fund
which offered EKA a shareholder loan with interest of between 3-5% annum. Sida in turn
criticized Agrifuturo for providing tractors to farmers for free.
7. Relevancei
o From the DCA program experience, are there opportunities in other sectors,
subsectors, or target groups to utilize loan guarantees?

The main focus of the DCA program has been on financing agriculture production and land
preparation services. These remain important areas for financing as its spread is still limited.
However, there is need to ensure that the produce maintains its quality and that its value
benefits the farmer.
In the recommendation section, the Evaluation Team proposes further areas of financing.
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Initially the DCA program identified expected results at outputs, outcomes and impacts levels.
Below is a summary of the conclusions made based on the achieved results of the LPG-DCA.
These conclusions informed the recommendations to the next phase of the LPG-DCA in

Mozambique.

Table 2. Conclusions based on the expected vs achieved results

sector, and lower collateral

allows for a grace

Result level Expected Result Achieved Result Conclusions
DCA LPGs would enable the | The achieved | The DCA allowed
partner microfinance banks to | results by the banks | BOM and BT to
increase the number of loans | clearly show that the | venture into the
they provide to micro-, small-, | DCA enabled them | agriculture  sector
medium-, and large-sized |to finance market |with confidence that
enterprises along the | segments which | although it was risky
agricultural value chain and | otherwise they | there was an
tourism enterprises in the|would not have |alternative if all
northern, central and | without the facility. | things failed.
southern Zones of | B O M6 sagriculture | Without the DCA
Mozambique portfolio grew from 0 | BOM  would not
to 7 percent and the | have financed the
bank looks forward | sector and would
to reach a 25|not do so for
percent agriculture | another couple of
portfolio in the next|years. BT would
3 to 5 years. have limited its
finance to large
BT used the DCA to | agriculture farmers
extend finance to|who could meet its
Outputs medium size | requirements. The
enterprises and | small and medium
expand its portfolio | farmers would not
of large commercial | have been served at
agriculture all by these banks.
enterprises by using
the DCA to reduce
the risk which the
collateral could not
cover. The bank
attempted to finance
small enterprises
and failed so opted
to focus on MEs.
DCA  guarantees  would |BOM created two
enable partner banks to |loan products for the
extend into rural areas to |agriculture client.
service agricultural
enterprises, develop loan|BT also has a
products appropriate for the | product which
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requirements.

payment period
which is the only
one in the market
and the large
farmers like it.

Outcomes

The DCA LPGs would
demonstrate that both the
agriculture and tourism
sectors, especially borrowers
in rural areas, are credit-
worthy and increase partner
financial institutions
agriculture portfolios after the
expiration of the guarantee.

The DCA did show
that rural farmers
are credit worthy.
They need
specialized products
but are committed to
the banks and do
repay to the best of
their abilities.

To achieve best
results banks need
to deal directly with
the farmer. In the
case of third-party
agreements banks
need to ensure the
farmer is not
excluded from the
relationship. The
third-party  should
not solely deal with
the farmer, the bank
should actively
verify before making
payments.

BT and BOM would continue
to offer loan products suited
for the sector and reduced
collateral requirements to
enterprises along the
agricultural and tourism value
chains.

BT and BOM are
commercial banks
and although they
seek to serve the
agricultural  sector
they need to meet
their financial
objectives. They
both require
collateral to reduce
the risk. Clients do
not always
understand the
need for the
collateral  but it
exists. BOM has
avoided collateral by
using solidarity
groups and social
pressure as ways to
ensure repayment.
BT will continue to
ask for collateral
making it difficult for
small enterprises to
provide.

BT has not changed
its risk perception go
the agricultural
market.

Although BOM
methodology avoids
collateral, it is now
debating whether to
increase the interest
rate on agricultural
loans. In contrast to
BT which appears
not to be increasing

its agricultural
portfolio, BOM has
made a medium

term commitment to
increase its portfolio
from 7% to about
25%.

The one LPG with BT targets
the tourism sector, which
should increase credit or
lending to tourism enterprises

No loans were given
to the  tourism
enterprises

The poor
performance of the
sector led to the

b a n kdécssion not
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in Mozambique.

to expose itself to
risk.

Impacts

Enabling BT and BOM to
expand their lending to the

agriculture and tourism
sectors will generate
employment in agriculture

production and processing.
This, in turn, would increase
household incomes in
Mozambique, particularly in
the targeted rural areas.

By financing the
MSMEs in the

agriculture  sector
BT and BOM
enabled those

enterprises to seek
inputs and services,
hire additional labor
and reach increased
productivity. In all
interviews farmers
who benefited from
the loans mentioned
increasing the area
cultivated and per

hectare (ha)
increasing the
productivity. All
farmers mentioned
having financial
means through the
loan to hire
additional labor,
mostly women as
seasonal labor.
Farmers also
mentioned  having

more food for the
family and having

surplus for
commercialization

purposes. There
were however

issues with the
quality of the
commercialization
which has to do with
regular markets and
prices.

The journey to

increase the
bankability of
smallholders has
begun.

Two business

models were tested
(BOM and BT) and
proved to be better
suited to serve rural
smallholders.

Loans are expected to be
offered on more favorable
terms, because, for example,
DCA  guarantees  would
demonstrate that the sector is
bankable, and collateral
requirements would be
reduced.

The terms offered
by the banks are
unlikely to change
from what they are
today. The changes
made by BOM may
remain for a long
period. BT has
decided it won
change and it is not
bad. Banks are

BT and BOM proved
through the DCA
that banks can
indeed adjust their
services to serve
specific market
segments as long as
it makes business
sense.

By financing the
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expected to
commercially
oriented; clients are
expected to meet
bank requirements.
The DCA proved
that the borrowers in
the rural sector are

indeed bankable
and credit worthy if
products and
services are

designed to serve
their specific needs.
The solidarity
collateral applied by
BOM enabled and
will  continue to
enable rural clients
to enter the financial
system and can be
sustained.

different clients the
DCA enables them
to also build assets
which in future can

be presented to
financial institutions
as collateral.

LPGs with these two financial
institutions  would  create
increased competition to
service borrowers.

The LPGs did not
create any
competition to serve
the target markets
especially because
the regions covered
were diverse and
each bank almost
operated exclusively
as the only financial
institution in  the
area or with very
limited competition
within the
agriculture sector.

No competition was
created but an
important  learning
acquired by both
banks so that they
have incorporated
the services within
their own policies.
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RECOMMENDATIONS

Below are the recommendations made for the DCA-LPG which can be incorporated into the
remaining period of the current Contracts and the ones to follow.

Renewal or Extension of Current DCA Agreements - Given the success of the agreements with
BOM and BT, it is recommended that they be renewed or extended (in the case of BT at least
the Sida shared initiative should be). In relation to BOM the extension is recommended on the
basis of the incipient nature of its innovative approach and the declared commitment to
mainstream the agricultural portfolio which the LPG stimulated.

New Partnerships - The BOM and the two BT LPG experiences should provide strong
motivation for extending the DCA LPGs to other financial institutions. Given the success
attained with BOM, USAID should, in addition to the conventional banks being approached,
consider those financial institutions already providing some micro-credit for agriculture or those
which could be considered to be potential candidates.

Creating a more like-minded approach by donors to financial sector interventions Donors are

attempting a variety of interventions to promote financial inclusion and input acquisition often
with little regard to best practice norms. It is recommended that donors review the objectives of
the Financial Sector Working Group, setting clear guidelines on what should be considered
acceptable interventions that do not conflict with initiatives that seek to promote sustainable best
practice financial products offered by private sector operators.

DCA Management and Implementation

DCA technical assistance and implementation - New partner banks need to attend an
orientation workshop which clearly spells out all the procedural and reporting requirements of
the DCA. In addition, the first six months of implementation should be monitored.

Limit repeat loans LPG contracts should specify the number of times a client may have a repeat
loan before being considered to be a low-risk repeat client. This proved an issue in particular
with solidarity groups of 5-6 people, where by getting different members to sign the loan
contracts, the name of the beneficiary can change but those receiving the loan can be repeated
several times and flying below the M&E radar as well as misleading the DCA reports.

Objectives & frequency of DCA Evaluation: Prior to evaluations, USAID should clarify the need

for performance evaluations with partner banks in order to remove barriers to the process.

Eval uations take time and effort away from the bal
as minimally invasive and as efficient as possible.

Greater emphasis on gender disaggregation data: USAID needs to from the very beginning

emphasize the importance of capturing loan data by gender and monitor its implementation.

Both i mplementers state that they cannot provide
and/ or their Management I nformation System ( MIS)
being recipients of DCA the financial institution should adjust its MIS to capture such data thus

allowing for it to be included in the DCA-LPG reporting.

Conceptual Issues

Technical assistance: TA should be as market related as possible to ensure relevance and
product absorption. Banks should not excuse themselves from having a relationship with the
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end borrowers when TA is provided by a third party (MIA and African Century are clear
exampl es) . While the end borrower s tislouldalsolre t he
included in this relationship and made responsible for any possible failures in the delivery of the

service which affect end performance. BOM uses the takes advantage of farmer groups which

benefit from NGO support for its solidarity loans (e.g. Gurué).

Financial education should be part of TA provision.

Mitigating Risks - DCA LPGs are designed largely for the purpose of partner banks to better
understand the risk profiles of new client target groups. This evaluation suggests that DCAs
should consider and possibly adjust for the three types of risks that are exogenous to client
control bank-related risks, third party related risks and climatic Risks.

Best practices & Ethics: The DCA should be designed to avoid penalizing clients who have
defaulted due to risks beyond their control. Banks should be allowed to claim on these
defaulters but defaulters should not be barred from further loans nor have their names
registered in the credit registry/ bureau.

Regional limitation i DCAs should enable partner banks to develop their own corporate
strategies (specifically in terms of geographic and crop restrictions) while still aligning to US
Government development priorities.

Value chain development: Although, the DCA covers the entire agricultural value chain, more
attention needs to be directed to value-adding activities along the agriculture chain to ensure the
sustainability of the production stages. The technical assistance provided by the USAID funded
development programs should also focus on value-adding and market linkages of the raw and
processed products.

Sub-sector _expansion: DCA lending has tended to focus on cereal and pulse production
especially because those are greatly produced in the central and northern regions. Financing
should also encompass other sub-sectors such as horticulture and fruit production as well as
building up storage capacity. The DCA could also provide finance to transport and
communication services related to the agriculture sector. Price and buying platforms of
agriculture commodities would add value to farmer groups as they could instantly get market
related information. This type of services could be provided by small and medium emerging
enterprises.

Bank Level Changes

Additional financial services: BOM should also consider including the credit life insurance policy
it has within trade loans for their agriculture loans.

Loan repayment period i BOM does not allow early payment without penalizing the farmers with
a 2.5 percent of the loan amount. This practice should be discontinued (and is in fact in the
process of being disallowed by the Central Bank).

Data disaggregation: Financi al institutions havenot found i
enforce gender disaggregation in financial service provision . However, DCAGs requi
include data on loan disbursements to be done by gender thus implementers should adhere to

that by introducing measures within their systems. Even in cases like BOM where only the key

contact people are registed for a group loan, the number of women beneficiaries should be

noted.
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Client Focused Issues

Financial education - BOM should revise the terms and conditions of the loans on a regular
basis with its clients and provide clear explanation of the purpose of the contribution (15%
collateral for the solidarity loan). This should be incorporated in the loan officers visits to ensure
transparency, trust and full comprehension.

Encourage greater women s participation: The evaluation showed that in the South and in the

northern/central regions socio-cultural factors affect womens participation in the financial

sector. It is critical to continue to encourage their involvement as they are critical to the survival
of the households. Since solidarity groups are constituted by the members on the basis of trust
and acquaintance, it would therefore be suggested to also focus on women-only solidarity
groups or on groups that may have at most two men who are not leaders of the association or
have a leadership position in the community. The man in a group is important to travel the
distance to make the loan installments since branches are located far from the villages and for
security reasons as often large amounts of cash are carried to be deposited.

The experience in Chékwé where male borrowers used their wives to front the loans needs to
be avoided. Banks need to exercise better caution to see that women are not abused to ensure

men s access to finance. If for socio-cultural reasons a woman does not manage funds in the

house, then it should be ensured that she participates in the decision making. TA partners are
important in such cases as results could be linked to the benefits the loan provides to women-
linked activities and needs in the household.

Provide market access advice - It is recommended to not only focus on the ability of the farmer
to repay at the time of the assessment but also, through TA intervention, to focus on the ability
of the farmer to commercialize and earn additional income to both repay and make a decent
living. In the case of BOM which has agronomist as loan officers, an assessment could include
motivating farmers to focus on crops that have less supply and a secure market.

The partners also made additional recommendations to the LPG-DCA structure and
impleme ntation:

Banco Terra:

A Turn the LPG into a 10 year revolving fund.

A Considering that financial institutions are commercial entities, the DCA should not be
limited to geographical areas, types of crops and gender. Keep it broad.

A BT should be allowed to top up the LPG by supplementary Guarantee Funds to reduce
risk exposure

A For the banks to be able to provide loans with more affordable interest rates the capital
made available to the banks needs also to be less expensive (such as the funded
guarantees of Rabobank Foundation)

Banco Oportunidade de Mocambique:
A Instead of reducing the balance of the LPG by the value of loans disbursed, they would
prefer that the facility be reduced according to the value of claims. With the projected
loans, BOM is likely to draw down their DCA before 2016.

Sida:
A Next LPG should require better narrative reporting and should involve Sida more
formally in the execution of the LPG. Greater care is needed in terms of entering into
third party partnerships to avoid that clients do not end up worse off than before.
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INTRODUCTION

Government Agriculture Policy

Evolution of Policy 1975-2010

Mo z a mb s @asteéndlependence agricultural policy has been largely driven by outside
influences. During the immediate post-independence years, the Marxist government took its cue
largely from communist east-European countries which provided large quantities of agricultural
equipment and technical assistance for large state-owned farms which collapsed within a few
years. Smallholder production was promoted through a collectivist approach to cooperatives
which also failed and resulted i n cpopadtivelh gwas per i
stigmatized and replaced with the more individualistic associations. Commercialization of
smallholder crops was done through the state company Agricom which purchased produce by
trading essential goods such as capulana cloth, batteries and basic foodstuffs. A network of
warehouses throughout the country was under the control of the Cereals Institute of
Mozambique (ICM). Following the GOM®& relinquishing of its socialist agenda in 1987,
structural adjustment were guided by the World Bank (WB) and International Monetary Fund
(IMF) but it was not until 1992, with the end of the 16-year civil war, that open agricultural
marketing took off and was essentially open to any individual with working capital and a pick up
van. Through purchasing points (postos de compra), traders organized local purchasers with
scales and makeshift storage facilities (usually nothing more than a traditional hut to store
commodities until a large truck was brought in to take to urban warehouses. In the Northern
provinces with the largest volumes of maize, beans and groundnuts, there were two dominant
traders (Gani and Export Trading) renting the ICM warehouses. Interventions by NGOs focused
largely on the creation and capacity building of farmer organizations and the introduction of new
crops, notably sesame, soy and sunflower. American funded agricultural programs in particular
supported producer associations to cooperatively market farmersécrops with the provision of
small warehouses with a capacity of around 50t. The GOM ProAgri program was meant to be a
multi-donor intervention but was hampered by dissension. Little more was accomplished other
than the provision of woefully inadequate extension services. Hanlon and Smart!, commenting
on this period, stated:

How to moveforward has beenthe subjectof bitter argumentssinceindependence,
leading to policy paralysisand inaction. Governmentpolicy struggleshave brought
regular changesof ministersand no coherentagricultural policy. Donor infighting
was so intensivethat a policy could not be providedas part of the multi-donor Pro-
Agri aid programme

! J.Hanlonand T.Smart,2008.Do Bicycle€qualDevelopmentn MozambiquedamesCurry
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Post-2010 Government Agricultural Policy

To help overcome the problems of the past, the GOM adopted the Strategic Plan for the
Agricultural Sector (PEDSA 2000-2009), later revised as the PEDSA 2011-2020. This serves as
an overarching framework for the wide range of policies, plans and strategies that already exist
including the Green Revolution Strategy, the Research Strategy, the National Extension
Program, the Food Production Action Plan (PAPA) the National Forestry Plan and Reforestation
Strategy, etc. The PEDSAs present a medium-long term vision to a great extent guided by the
Comprehensive African Development Program (CAADP). PEDSA takes a value chain approach
based on four pillars: i) agricultural productivity; ii) access to markets; iii) sustainable use of
natural resources, and; iv) institution building. Specific sub-strategies include, under pillar 1

(agricul tural productivity), ii mprove access to
credito and under pillar 2 ((access t o kemar ket s
infrastructur e, including storage facilitieso; f
commerci al banks with backing from the Government

through the development of appropriate financial products and platforms for loans to
agricultureo.

Somewhat unexpectedly, the GOM has, in recent years, under what appears to be its own

initiative, established the Mozambique Commodity Exchange (BMM) and drafted a law on a
Warehouse Receipt System (WRS). The Action Plan for Poverty Reduction (PARP) approved in

2011 identified the creation of an agricultural exchange as a priority instrument to improve the

access of farmers to agricultural markets. Woodhouse® notes that the PEDSA recognizes that

ithe poor soragenypbiealydavait@lble to small scale producers requires them to sell

their crops i mmediately after harvest when prices
i mproved production technologyo. The iafinluence
developing the Cooperation Framework to Support the New Alliance for Food and Security and

Nutrition in Mozambique are likely to have had some bearing in this sudden new direction which

appears to have caught many donors by surprise. Another possible driver could be the
recommendations that USAID and IMF have made in terms of allowing DUAT certificates

obtained by smallholders on a broad scale with assistance from the Millennium Challenge

Account (MCA), to be used as collateral for obtaining credit. This could well have alarmed the

GOM which has so far maintained a rigid position on the land ownership issue (all land is State-

owned). A WRS may have been seen as a good substitute to allaying donor concerns about

collateral constraints to obtaining agricultural credit.

A new draft law for Agriculture, Food Security and Nutrition, seemingly aimed at complementing
the BMM and the proposed WRS as well as the G8 Alliance objectives gives the GOM inter alia
the possibility of intervening with agricultural prices, allows for import controls and establishes a
new Government development fund (presumably credit).

2p. Woodhouse, 2012. Raising Agricultural Productivity paper presented at the IESEThird International Conference
Gazl | Y ®sclmizétivrand Transformatiorin the Contextof the InternationalCrisis)
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PROJECT BACKGROUND

The DCA is guaranteed by funds made available by USAID/Mozambique. It is designed to
strengthen the guar anstitutioresyabiliyata finande $oang to medidim-sized
farm, agribusiness and tourism enterprises in Mozambique, thereby stimulating economic
growth. USAID/Mozambique currently has three DCA programs with two banks, namely: Banco
Terra and Banco Oportunidade. Tablel below shows the mechanisms through which current
and past DCA activities have been funded. All DCA activities are national in scope, with special
concentration on the Beira and Nacala corridors and the southern zone of Mozambique; the
banks can lend anywhere, but borrowers cannot be located in Maputo City.

Table 3. Current DCA Implementing Mechanisms and Timeframes

Bank Agreement Timeframe Comments
Banco Terra Sept. 20117 Sept. 2018 A 50/50 cost-share with Sida
(Swedish Govodt)
Banco Terra Dec. 20091 Nov. 2016 100% USAID funded
Banco Oportunidade December 2009 - Nov | 100% USAID funded
2016

In 2011 USAID partnered with the Sida as part of a global agreement with the Swedish
Government to jointly provide guarantee funds to Small and medium enterprises. In
Mozambique Sida was interested in the financing of women owned enterprises as well as
tourism enterprises. This partnership came to bring greater emphasis on the gender indicators
of the DCA.

USAID/Mozambique intends, through the establishment of LPGs to Banco Terra Mozambique
(BT), and Banco Oportunidade de Mozambique (BOM), that the banks will expand their
agriculture and tourism loan portfolios. In particular, the LPGs would stimulate the expansion of
retail lending to micro-, small-, medium-, and large-sized enterprises along the agricultural value
chain, with particular focus on those enterprises operating in the northern, central and (to a
smaller extent) southern areas of Mozambique. The banks would reduce the risk perception
associated with lending to this sector and assist in generating financing opportunities in the
targeted sectors.

Expected Results of the DCA Activity were:

Expected Outputs:

1 DCA LPGs would enable the partner microfinance banks to increase the number of
loans they provide to micro-, small-, medium-, and large-sized enterprises along the
agricultural value chain and tourism enterprises in the northern, central and southern
zones of Mozambique.

1 DCA guarantees would enable partner banks to extend into rural areas to service
agricultural enterprises, develop loan products appropriate for the sector, and lower
collateral requirements.

Expected Outcomes:

1 The DCA LPGs would demonstrate that both the agriculture and tourism sectors,
especially borrowers in rural areas, are credit-worthy and increase partner financial
institutions agriculture portfolios after the expiration of the guarantee.

1 BT and BOM would continue to offer loan products suited for the sector and reduced
collateral requirements to enterprises along the agricultural and tourism value chains.

24



'USAID

FROM THE AMERICAN PEOPLE

1 The one LPG with BT targets the tourism sector, which should increase credit or
lending to tourism enterprises in Mozambique.

Expected Impacts:

1 Enabling BT and BOM to expand their lending to the agriculture and tourism sectors
will generate employment in agriculture production and processing. This, in turn,
would increase household incomes in Mozambique, particularly in the targeted rural
areas.

1 Loans are expected to be offered on more favorable terms, because, for example,
DCA guarantees would demonstrate that the sector is bankable, and collateral
requirements would be reduced.

1 LPGs with these two financial institutions would create increased competition to
service borrowers.

Targeted Borrowers

Targeted borrowers for BT are associations, producers, processors, wholesalers, retailers and
exporters along the agricultural value chain including medium-sized farmers and tourism
enterprises. Targeted borrowers for BOM are SMEs along the agricultural value chain. Seventy
percent of partner lending should specifically target borrowers and enterprises operating in
northern and central Mozambique. The remaining 30% of partner guaranteed lending should
occur in the southern zone. Lending in Maputo is excluded from the guarantee.

Financial Intermediaries (Activity Implementers)

BT is a Mozambican commercial bank whose mission is to provide financial services to the rural
and peri-urban population of Mozambique. BT has four major shareholders: Rabobank, Kfw,
Norfund, and GAPI. BOM is also a commercial bank in Mozambique, and is part of Opportunity
International, which is a 501(c)(3) nonprofit organization, incorporated and registered in lllinois,
USA.

Provision of Technical Assistance

Linking commercial banks and DCA partners or beneficiaries (at the wholesale or retail level) to
existing value chain programs has been found to be an effective way to increase credit access
to/and foster/consolidate the agri-business relations between SMES and small-farmer
associations working along the agriculture value chain. Therefore, as part of its rural expansion
strategy, BOM has collaborated with USAID partners, such as AgriFuturo, Technoserve,
ACDI/VOCA, Strategic Alliance Partners and Africare, to provide technical assistance and
market linkages to small farmer associations in the Nacala and Beira Corridors. These alliance
partners have assisted the bank in screening associations so they can obtain groups loans that
initially would be for agricultural inputs, such as seeds and fertilizer.

Potential sources of technical assistance to loan clients include:

1 USAID/Mozambique AgriFuturo:

1 USDA Agribusiness Grants Program implemented by Technoserve: FinAgro

1 USAID and Norwegian Government/ IKURU Value Added Services Alliance:
Establishing a Production Services Operation and Building Trade Programs in
Mozambique:

1 Other USAID Programs: recently-ended USAID-funded activities with World Vision,
Save the Children, among others, have an agricultural component that could take
advantage of the DCA guarantees for their beneficiaries.
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EVALUATION PURPOSE & EVALUATION QUESTIONS

Evaluation Purpose

This is an independent, external evaluation of the agricultural program carried out by the
USAID/Mozambique Office of Agriculture, Trade and Business (ATB). ATB's development
objective is fAlnclusive Growth of Targeted
Initiatives, Feed the Future (FtF) and Global Climate Change (GCG), in support of increased
incomes for the poorest Mozambicans. This evaluation will focus on two of the fours Feed the
Future Focus Areas: Al nclusive Agriculture

ATBO6s agriculture acti v-R20l4 @osntryuAssisiarrce Stritegy (GBAS)
were focused on the following areas: 1) Agribusiness development under the Feed the Future
initiative, 2) Agricultural technology generation and transfer through support to IIAM and the
Ministry of Agriculture, 3) expanding access to financial services in rural areas through
Development Credit Authority (DCA) loan portfolio guarantees with selected banks, and 4)
enhancing food security by promoting greater productivity, supporting rural marketing networks,
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and addressing the root causes of chronic malnutrit i o n . The USAI D/ Mozambi gqu

Development Cooperation Strategy for2014-2 018 continues to have
Increased Agricultural Sector Growth and Food Security in Focus Provinces with Emphasis on
Women and an improved business climate to increase investments and job creation.

The evaluation aims to analyze the overall effectiveness, relevance and sustainability of the
Component 3 of ATBOs a c20i4whichirefess tovexpandingracceSAtS
financial services in rural areas through Development Credit Authority (DCA) Loan Portfolio
Guarantees (LPG) with selected banks. In addition to providing USAID with an independent
assessment of the current results of this important initiative in Mozambique, the evaluation is
also expected to provide guidance on issues which could be addressed to increase the
effectiveness for the remaining period of the LPG-DCA A c t i vriplenyedtation. The evaluation
has an over-arching objective which is to conduct a performance evaluation of the Loan
Portfolio Guarantees (LPG) through the Development Credit Authority (DCA) activity.

The evaluation has four specific objectives:

1 Determine if the DCA resulted in an increased amount of finance mobilized by small and
medium agribusinesses and tourism enterprises;

1 Assess the effectiveness of having access to the LPG-DCA activity on food security,
nutrition, and incomes of targeted beneficiaries;

9 Assess to which extent the LPG-DCA activity is contributing to build credit worthiness
and bankability of the beneficiaries as well as fostering self-sustainable financing within
lenders,

1 Determine if the design of the LPG-DCA activity was relevant for the market at the time;
how can its management become more effective and if the targeted sectors are still
relevant.
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Evaluation Questions

A specific requirement of the Evaluation Team is to respond to a number of questions posed by
USAID in the Scope of Work for the evaluation which have already received contributions from
the DCA Guarantee Team based in Washington.

Table 4. DCA Evaluation Questions

Did the guarantee change the
target sector (e.g., did it issue loans that it would not have
disbursed without the guarantee)?

What was the motivation for the guarantee agreement? Who
originated the effort?

How did the partner implement the guarantee? Did the bank
create a specific product or lending unit for the target sector?
What constraints did the guarantee help overcome?

What constraints remain to lending in the sector?

Will the bank continue lending to the sector? With or without a
guarantee?

Compare and contrast DCA loans with those not under the
guarantee (profile of borrowers, loan terms, loan sizes,
geography, collateral, etc.).

How can women be more encouraged to participate and be
successful loan recipients?

Did product marketing target/encourage women specifically?
Has the bank engaged in any capacity development initiatives
for women borrowers? Is such a scheme feasible?

Are the clients satisfied with the bank, process, credit, etc.? Are
there any additional needs by clients when taking a loan?

What are the composition and attributes of each of the DCA
portfolios (i.e., commercial farmers vs. small holders, value
chain segments, economic sectors, utilization rates) over time
and why were no loans disbursed to the tourism sector?

What has been the performance of the loan portfolio over time
(i.e., delinquency rates, non-performing loans, defaults, and
collections)?

Compare and contrast the defaulted borrowers (Banco Terra)
with the borrowers that did not default (e.g., gender distribution,
geography, target sectors, loan sizes)

How  frequent was the communication  between
USAID/Mozambique and the bank? How effective was the
engagement? How frequent/effective was the engagement
between the bank and Sida?

Would an increase in communication/engagement improve the
implementation and ongoing effectiveness of the guarantee?

Wh a't was USAI D6s motivation
expectations change over time?
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Did borrowers seek credit before the guarantee? If so, have
they sought for business in this sector before? Were they
successful or unsuccessful? To what extent were the DCA
guarantees responsible for in
to seek credit?

©

Who benefitted from the lending program in terms of target
groups, male and female and geographical focus, and why?
Have jobs been created for both women and men?

Is the gender of the loan recipient different from that of the
business owner?

What is the gender breakdown of borrowers in each geographic
location?

=
o

Did the DCA-backed loans have any effectiveness on the
indirect beneficiaries and livelihoods (e.g. borrower household
incomes, school enrolment)

Did the recipients of loans experience an increase in
productivity (yields per hectare), volume of production, sales
(national, regional and international) and jobs creation?

What constraints remain to improving sales, increasing yields,
creating jobs? (Opportunity for further USAID engagement?)
Has access to markets improved for borrowers? If yes, how? If
not, what issues remain?

Have increased sales led to business expansion, stability,
security?

[EnY
N

How effective was the technical assistance provided by USAID
implementing partners and other collaborators to the
beneficiaries?

Is there a statistical correlation between TA assistance and
default rates (or lack thereof)? Is there a statistical correlation
between TA assistance and ability to obtain additional loans?
What more does the bank want to see in a TA partnership
program?

Does the bank have plans to initiate deeper TA assistance in
the future?

What is the geographic and gender breakdown of those
benefiting from TA?

How frequent was engagement from TA providers?

=
w

After receiving credit, what percentage of clients is able to
accept loan outside of the DCA program guarantee?

Has there been any long-term effect on interest rate, collateral
requirements, or length of loan term for loans to repeat
borrowers? If not, why not?

Are borrowers confident in the stability of their businesses?

Are they receiving loans for business expansion? New
businesses? Or standard-of-living improvements?

=
SN

Did non-partner banks/financial institutions initiate or increase
lending to the target sectors? If so, to what extent was the DCA
guarantee to Partner responsible? How and why?

[N
[N
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What exogenous factors (e.g., financial sector reform,
government intervention, Partner industry competition, financial
shocks, etc.) affected the financial sector during the agreement
period? How? Have these factors also affected the
performance of the DCA guarantee(s)? If so, how?
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EVALUATION METHODS & LIMITATIONS

Evaluation Technical approach

In line with the revised DCA evaluation framework, the evaluation will aim to answer the
Evaluation Questions presented on the previous section. The results were analyzed in four
levels: inputs, outputs, outcomes and effectiveness to both the borrowers and the lenders. In
addition, the Evaluation Team considered the effect of exogenous factors on the inputs, outputs,
outcomes and its effectiveness to determine the level of change at each level which can be
attributed to the LPG-DCA activity. Attribution is an important factor to measure as it enables
one to determine the degree of change due to the presence of the intervention. Please see the
DCA guarantee Theory of Change described in Figure 1 below.

Impactlooks athowthe DCA guarantas cortributed to long-term
changesin market practices or perceptions towards targeted sectors,
recognizingthat attribution/counterfactual may not be possible.

@ AN NN RN RN NN

rf Borrower Lender Outcomes examineshort to mid-erm changesiin
d{‘* Behavior Behavior behavior and perception as a rasult of the guarantes
Change Change Outputs at both the Borrowsr and Lendarzval

& , N .

N Economic Financial Qutputs (directandindirect) explore hoth Economic

Additionali Additionali Additionality (8.0. busingss sales, profits, jobs) and

65 y 1y Financial Additionalty (additional loans extended)
,5‘? Guarantee Design Inputs assess whatittakes to getthe guarantes
é‘ & Development up andrunning and howthe guarantee has been

designed andstructured to achieve stated goals.

Exogenous Factorsthatinfluence guarantes Quiputs, Cutcomes, and Impadinclude Technical
Assistance, changesin macroeconomics of host Country, improvements in global econamy

Figure. 1. DCA Guarantee Theory of Change®

The DCED Standard and the Evaluation Questions

This is a performance evaluation of the LPG-DCA facility in Mozambique. Being a mid-term
performance evaluation activity, the team sought to understand the effectiveness that the
intervention has had in terms of results as to recommend on how best to reach the desired
goals at the end of the project. In summary, desired goals are to see change in lenders and
borrowers behavior and an enabling environment that is more open for SME development.
Therefore, this evaluation follows a results-based performance approach where The Donor
Committee for Enterprise Development (DCED?) standards were applied since the LPG-DCA

3 USAID (2012) Development Credit Authority Evaluations: Revised Evaluation Framework
4 . . .
http://www.enterprise-development.org/page/measuring-and-reporting-results
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facility is a private sector development intervention, to answer the evaluation questions. The
DCA performance indicators below guided the evaluation. The evaluation design matrix in
Annex 6 further breaks down these indicators.

Table 5. DCA performance Indicators

AU Result ATB Result Framework

'USAID
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Framewo_rk Sub Intermediate Result DCA PerformanceIndicators Disaggregation
Intermediate Result
Male
Amount of private financing mobilized Femab
with DCA guaranted$) (Cumulative)
Subintermediate Result Total
1.2: Agribusiness
Intermediate Result 1: | Strengthened Utilization Rate(%) (loan$/total)
Agriculture Productivity
Increased Male
Numberof loanclientsserved Female
Total
Numberof loans(businesses) Total

The RFP presented evaluation questions within three categories. By bearing in mind each
category (effectiveness, sustainability and relevance) when following the DCED standards, the
team will be able to answer the issues/questions within each category.

The data collection instruments will be developed to enable the team to collect data to respond
to the Evaluation Questions.

Obtaining the necessary information and conducting the analyses required to appropriately
respond to these questions will be the primary task of the Evaluation Team members over the

course of the evaluation. These analyses will alsoinfor m t he teambs findi

recommendations that will be provided to USAID in the final evaluation report.

Evaluation Methodology

It is important to note that although loans were provided through the financial institutions, the
beneficiaries were not aware that a guarantee for the loans exists; the banks do not want to
disclose this information with fear of high default. Thus, the Evaluation Team had to be skillful in
posing the questions without compromising the banks but obtaining relevant information. To
minimize the risk, enumerators were not told of the LPG-DCA facility within the banks, they only
sought to know intervieweesd experience 1in
with the bank as well as the changes in their social and economic activity as a result of the loan
if any.
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The team was granted access to similar evaluation assessments and relevant reports of this
specific LPG-DCA facility thus providing it with the enough background information to have a fair
understanding of the current situation and based on that design the instruments to collect
additional information.

Some of the relevant reports shared with the team were similar LPG-DCA facility activities
performance evaluations in Kenya and Haiti; the revised DCA Evaluation Framework,
beneficiariesé portfolio from the two financi al
the Future Multi-year Strategy; Joint USAID-DOS Strategic Plan 2007-2012; Mozambique
Country Assistance Strategy 2009-2014; the Country Development Cooperation Strategy 2014-
1018, the Performance Monitoring Plan (PMP) for the ATB office. Moreover, the LPG-DCA
facility beneficiary database and the quarterly and annual reports were critical for the Evaluation
Team to understand the geographical coverage and study their profiles (individual versus
enterprises versus associations, loan size and purpose).

The Output of this phase was the inception report with the Evaluation data collection tools also
presented on Annex 7 namely,

Stakeholder Semi-structured Questionnaire

Bank Semi-structure Questionnaire

Non/beneficiaries Qualitative Semi-structured Interview Guide

Non/Beneficiary Quantitative Close-ended Questionnaire

Enterprise Semi-structured Interview Guide

T I To o To

When USAID approved the data collection instruments, the Evaluation Team immediately
initiated the pilot of the instruments and simultaneously made plans to collect the data in the
field. The qualitative data collection with USAID and main stakeholders in Maputo took place
late June early July.

The test of the quantitative instruments took place in the second week of June in Marracuene
district.

The in-house supporting team organized the logistics to allow for the field data collection which
occurred on the third and fourth weeks of June in Gaza, Manica and Zambézia, in that order. A
USAID senior staff member participated as an observer in the pilot of the instruments in
Marracuene district as well as in the data collection in Manica province.
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Data collection

The Evaluation Team divided itself to focus on different deliverables; the Team LeaderLeader
was responsible for the overall evaluation and for overseeing the qualitative data collection. The
Evaluation SpecialistSpecialist was responsible for conducting the key-stakeholders interviews
with USAID/Sida and implementing partners in Maputo. The Survey ManagerManager oversaw
the quantitative survey. Each member of the team reviewed the relevant literature to ensure full
knowledge of the program thus developing instruments that responded to the context

Key Stakeholder Meetings: USAID Sida/ Partner Organizations in Maputo

Two interview guides were developed, one for the banks and another for the partners (please
refer to Annex 5). The Evaluation Specialist was responsible for conducting the open ended

interviews with USAI D/ ATB office, Si dads Of fi

he further interviewed Government institutions and the two financial institutions, BT and BOM in
Maputo. Other relevant stakeholders such as development projects and other financial
institutions and donor agencies with Guarantee funds were also be interviewed (please see
Annex 9 for a list of interviewed stakeholders).

Provincial Data Collection-

Key StakeholderMeetings

A combination of approaches was deployed to collect the relevant data for the Evaluation in the
provinces outside Maputo. Key stakeholder meetings were sought with branch staff that serve
the beneficiaries, the enterprises and the local partners who provided assistance to farmers.
The purpose of the one-on-one meetings was to understand:

A the experience with the bank, level of difficulty to access the loan,

A if the beneficiary had borrowed before and their ability to repay,

A the technical assistance received before and during the loan and its quality,

A t he borrbitweodsati sfy banks dhe kingd @fuowm mesoeraes
required,

A the chances that can be attributed to the loan in the business, and

A areas of potential improvement and.

The Team Leader was responsible for conducting the qualitative interviews (key-stakeholder
interviews with the agribusinesses/tourism enterprises which benefited from the LPG-DCA
facility in Gaza and Zambézia provinces.

Focusgroup Discussions

Focus Group Discussions (FGDs) were conducted among beneficiaries in cases where the
association was the recipient. Whenever possible when the loan was given through the
association but was managed by an individual, the team also conducted individual and group
interviews to capture as much data as possible. In the case of the association being the only
manager of the loan FGDs were conducted. In all cases, two types of groups were selected, an
all male or gender mix group and an all female group which was preferable interviewed by the
Team Leader or a female team member.

FGDs were carried out among non-beneficiaries to collect their perceptions; this was done by
the Survey Manager during the Quantitative survey

Quantitative Survey

The non/beneficiary survey combined individual meetings as part of the household survey and
FGDs of non-beneficiaries.

The Team Leader conducted the FGDs among the beneficiaries who are members of
associations as per the list supplied by the banks. The quantitative survey was only
administered to individual borrowers as it sought to collect data which would require the
disclosure of personal information to be shared in a group. Based on the document review and
information shared with the Evaluation Team, BT, was the only institution which provided credit
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district where 95 people (85 men and 10 women) were listed as farmers from Mozfer Industria
Alimentar (MIA)G s rice out gr owe r ditectlysbemefted dromwtheoloans dab
access to the LPG-DCA Facility. In the other 2 locations (Manica and Zambézia) 2 individuals
have been given individual loans, thus, a quantitative survey could not be implemented in those
areas. In Chokwe, where both qualitative and quantitative data was collected, , after the
guantitative survey participants have been identified attendance lists were developed for the
FGDs which were used to triangulate the quantitative data and avoid the same person to be
interviewed twice. Therefore, the Evaluation Team first ensured that the pre-requisites of the
guantitative survey were met (no. of people and gender-disaggregation).

In addition to the beneficiaries FGDs, group interviews were also conducted with non-
beneficiaries.

Development Credit Authority Mid-term Evaluation: Mozambique

Table 6. Qualitative interviews to non/beneficiaries - FGDs

Gurué Manica Gaza

Men Women Men Women Men Women
Beneficiaries | 3 3 4 4 4 4 22
Non- 1 1 2 2 2 2 10
beneficiaries
Total 32

Table 7. Quantitative survey Sample- Chékwé

Beneficiaries

Non-beneficiaries

Women

Men

Women

Men

10

40

30

30

110 people interviews

The survey developed aimed to respond to the main evaluation questions. Apart of the socio-
demographic data, the survey focused mainly on access to LPG-DCA Facility credit).

Geographical Coverage

As per the amended RFP, the evaluation was carried out in three provinces, namely, Manica
province (Chimoio and Manica districts), Zambézia province (Gurué district) and Gaza province
(Chékwe district). A list of beneficiaries was provided by the financial institutions and used to
sample the enterprise, individual and group beneficiaries for the qualitative and quantitative data
collection. The Evaluation Team did require further support from both banks to contact the
sampled beneficiaries in the field. BOM arranged for the meetings while BT provided the contact
details whenever available within the database.

Risks and limitations

The Evaluation Team has received the regular LPG-DCA facility reports and the beneficiary
database from the banks. The beneficiary database was used to calculate the sample size for
the quantitative and qualitative data collection. From the available data, the following risks and
challenges were noted:

A The profile of the clients served by the banks differs significantly. BOM focuses on
producer associations while BT focuses on enterprises and individual borrowers. From previous
experience, it was assumed that BOM borrowers were associations. It was however unclear
until the moment data was collected to what extent the members were directly responsible for
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the loan management and repayment which would be the case if the loan was indeed a working
capital loan and not a commercialization loan. The Evaluation Team sought to get clarification
from BOM prior to the field collection but this information was not made available. Contrary to
BOM, BT directly engages the individuals thus making possible for clear loan accountability.

A The numbers of emerging and large commercial farmers are limited thus instead of
conducting a quantitative survey with them, a qualitative semi-structured (one-on-one) interview
was conducted. This was applicable for BOM and BT clients.

A The number of individual borrowers is very low in the 3 provinces. Only Gaza (Chdkwe)
has an appropriate population to be surveyed, however with no representativeness of gender
(only 10 out of the 95 borrowers are women). Thus, from quantitative point of view, the
Evaluation Team was not able to extract findings disaggregated by region and gender. Only
Chékwé was surveyed. Out of the 95, the Evaluation Team aimed to interview a total of 50
individuals (40 men and 10 women). In addition, non-beneficiaries were targeted to be
interviewed (30 men and 30 women).

In the end, it was clear that out of the 95 BT borrowers in Chokwé very few would be
interviewed. The Evaluation Team had to recover their contact details from the physical loan
application forms at the BT Headquarters as they were not in the system. This means that over
a period of three years, no update was made to the contacts and most numbers were
unreachable as their numbers were out of service. Only 18 percent of the 95 borrowers were
located and interviewed. There were cases were borrowers were contacted but refused to
attend the meeting and in others excused themselves stating that they no longer lived in
Chokwé.

A In the field, it became clear that although BOM gives a solidarity, loan its management is
individual. The team pondered over whether or not to interview the members as individuals but
then decided to do so as a group on Focus group Discussion. Nevertheless, some members of
the solidarity group were interviewed individually but qualitatively since they better fit the
description of emerging farmers (cultivate above 30ha, use agriculture implements and inputs,
produce with focus on the markets). This combination allowed the team to get a good
understanding of the individual and group experience with the BOM loan.

A Both banks were reluctant to have the Evaluation Team interview their clients with fear
that the borrowers would be told of the DCA. This delayed access to information and the data
collection but after explaining to the banks that the team would not share information relating to
the DCA and that in fact it would pose as a company contracted by the bank to understand how
the banks can improve their services to their clients, acknowledging that there have been some
problems and that there was willingness to better the service, the banks collaborated.

A There is no available baseline data for the LPG-DCA facility, therefore to measure the
effect that access to the LGP-DCA facility has had, the Evaluation Team relied on data from two
relevant and recent surveys studies conducted by ELIM Servigos (ATB agriculture portfolio
performance evaluation (2012) and CLUSA PROMAC baseline for the agriculture Conservation
project (November 2013)) which can provide some additional data on financial inclusion.
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For the sake of allowing the reader to understand the context of the findings, data on each of
the implementing financial institutions DCA portfolio and current market data is provided below.
It is important to note that any missing data was requested to the institution but never supplied.

A recent baseline study® for CLUSAd s P ROMA C , m TetegManiaa and Zambézia, and in
districts also covered by the LPG-DCA implementing banks in November 2013 comes to
validate some of the findings that indeed the LPG-DCA has led to an increased financial
inclusion. Some of the findings of that specific study which are in line with the current evaluation
are:

A Access to finance is critical to enable farmers to purchase agriculture inputs and
services which have direct impact on area cultivated, production and productivity. A household
survey was conducted over 1040 households and respondents were asked if they had a bank
account. The results show that bank accounts possession is low among both men and women
(a total of 8.6 percent) however 10.4 percent of men reported having bank accounts compared
to 5.7 percent of women interviewed.

Table 8. Bank account ownership among interviewees

ARG WIGISEUE I 105 8.3 8.9
ICUrie . 139 11.5 13.1
JLligela ] 83 00 17
Miange 24 0.0 21
INamaroi . 102 78 0.1
SublotalZambézia 7.2 43 6.0
Angonia L 58 18 8.2
(Waganga | 67 43 5.2
ATSERGANG N 6.2 00 5.8
SublotalTele 64 22 70
IBEE L 122 0.0 8.6
[Gondola™ " 286 10.3 18.0
IVianical I 23.3 17.2 18.1
‘Sussundenga 128 12.6 11.0
‘SubtotalManica  21.0 115 15.2
el 104 57 8.6
A The study further attempted to understand the reasons behind the lack of a bank

accounts among men and women. Lack of savings was listed as the highest reason (33
percent), Interesting responses were the fact that respondents do not trust the banks, with
women respondents (28.09 percent vs 19.03 percent of men) mentioning this as a reason for
not having a bank account. This reason could also substantiate the difficulties that BOM has
had to have women in the solidarity groups, despite the cultural reasons. The distance to the
next branch or the level of complexity to open a bank account did not seem to affect women as

® CLUSAROMAC baseline assessment (November 2013) conducted by ELIM Servicos. Authorization to share this
unpublished data was kindly granted by CLUSA.
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much in relation to men.

Table 9. Reasons for not owning a bank account

% % %
12.72 11.62 11.83
15.05 28.09 19.03
32.54 31.92 31.97
11.06 8.62 9.66
10.25 4.78 8.25

18.39 14.96 19.26
100 100 100

A An important objective of the analysis within the section of financial inclusion was to find
if interviewees had had access to credit from a financial institution 12 months prior to the
interview. The results vary from region to region with some districts none reporting having
access to credit at all where in other districts access to credit reached as high as 8 percent.
From the table below, one can clearly see that the districts with high incident of interviewees
responding having access to credit, are districts where BOM and BT are active. Greater focus
would be given to the effectiveness of the LPG-DCA through BOM as it reached smallholders in
the provinces of Zambézia and Manica which are the two provinces in which respondents
declared having higher access to credit, 2.59 percent and 4 percent. Although BT and BOM are
active in many other districts in these two provinces, the current LPG-DCA performance
evaluation only collected qualitative data in Gurué district in Zambézia province; and Manica
and Chimoio districts in Manica province. As per the table below, access to credit in Gurué (5.9
percent) and Manica (3.76 percent) districts are the highest reported but with women reporting
insignificant figures as borrowers.

Table 10. Access to credit from banks

0.00 0.00 0.00
9.84 0.00 5.90
0.00 0.00 0.00
2.44 0.00 2.17
0.21 2.77 1.38
2.59 0.29 2.00
2.50 0.30 1.18
0.00 0.00 0.00
2.16 4.34 2.60
0.00 0.00 0.00
1.50 0.94 0.96
0.00 0.00 0.00
4.88 0.00 1.71
8.36 0.00 3.76
4.02 2.08 2.46
4.71 0.48 2.19
2.72 0.50 1.74
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Banco Oportunidate de Mocambique i LPG-DCA Agriculture Portfolio

Terms and conditions

BOM provides solidarity group loans for agriculture production. These loans aim to finance
agriculture inputs and services.

The groups are created by the borrowers themselves based on trust and relationships (friend or
relatives). Thus they need to believe in each o t h ebili®y $o repay the individual contribution
for the loan instalment.

Each member of the group, based on their required amount, need to contribute so that 15
percent of the total value is deposited as the collateral for the loan.

This loan product does not include any type of insurance policy contrary to the individual trade
loans which have life insurance in case the borrower fails to pay the bank collects the insurance.

The agriculture loan last for between 5 to 9 months and costs 5 percent monthly paid at the end
of the cycle as a bullet payment (once-off). The payment is synchronized with the time of the
harvest thus enabling farmers to pay at a time when they do have money. Farmers reported
liking this approach as monthly payments would create stress since they would not be able to
always have an income to secure paying the instalments.

The mobile unit is an important way that BOM has found to spread it reach in the rural areas.
Although important, none of the interviewed clients mentioned using it as all mentioned
travelling to the main branch to make payments.

BOM has agriculture loans in Manica, Zambézia and Tete, the figure below describes the
spread:

BOM DCA Regional Coverage

Zambezia

Figure. 2. Regional coverage of DCA Guaranteed Loans distributed by BOM

It is still not yet possible to further disaggregate the level of borrowing per province gender.
BOM. The main reason being the fact that since the loans are disbursed in groups, not all group
members are registed in the application forms, often only two or three contact people are
registed. BOM estimates that the gender spit of the total direct beneficiaries of the loans it
disburses under the DCA guarantee is 75% male and 25% female.
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BOM- Loan Gender Split

m Male

m Female

Figure. 3. BOM - DCA guaranteed loan, gender split estimation

It is important to note that until end of 2013 BOM charged 3 percent interest on the agricultural
loans and from January it introduced a 5 percent interest on the loans. This increase led to an
internal discussion on whether it would be feasible to increase the cost of the loan when the
Bankos ymadomes stitategy was to increase its portfolio of agriculture loans by attracting
new clients. An increased cost also created uncertainty among some land preparation service
providers which feared a decrease in the demand for their services in the new production
season as they expected fewer farmers to borrow production loans. The internal discussion
within Bom continued and in In September 2014 the bank decided to keep agricultural interest
rate at 3 percent. Below is a summary of two loan products and their terms and conditions.

Banco Oportunidade de Mocambique

Terms and Conditions
Individual Loans and Agricultural Loans

Individual Loans Group Agricultural Loans
Term Min: 4 months; Max: 12 months Depends on purpose, generally
between 5 and 9 months
Amounts Min 5000MT; max 300.000MT Min: 500MT (per group
member); Max: Not defined
Monthly Interest 5.5% 3% (changed at the August
rate Board meeting from 5%)
Collateral/guarant Household goods, business assets Loan security fund of 15% of
ees loan value, waived if MOU with

offtaker exists;
DCA or other guarantee fund

Payment terms Monthly installments Bullet payments (all principal
and interest paid on maturity)
Insurance Embedded credit life insurance, also includes No insurance

funeral benefits, partial payment of loan if
client hospitalized and total payment in the
case of catastrophic destruction of business.
The premium is pre-financed
Note: BOM also does some non-ag group lending though it is a very small part of the portfolio. The
interest rate is 6% and the loan security fund is 10%. The group loans d o nhéve insurance. BOM also has
a few individual agricultural loans, but only as part of specific partnerships and the terms and conditions
are agreed in the MOU. Source: BOM, September 2014

Figure. 4. BOM's Loans Terms and Conditions, September 2014
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Table 11. BOM - DCA Agriculture Portfolio

Loan Description (Types, conditions, | Target Groups: Smallholdemproducersandtraders
terms, etc.) Methodology: Loansaregiven to groupsof 5-6 membersgachgroupis consideredo be a single
loan; tradersarenormallygivenindividual loans
Size:Loansvary from 25,000MTi 80,000MT pergroup
Interest Rates: 3% pm (declining) for smallholders;5% pm (declining) for traders (BOM is
currentlyconsideringncreasingnterestratefor smallholdergo 5% pm
Terms: Smallholderloans5-9 monthswith single balloon paymentat end of loan period; trader
loansupto 1 yearwith monthlyinstallments
Guarantees: No guaranteesequiredfor group loansbut eachgrouphasto deposit15% of the loan
valuewith BOM beforereceivingloan;
Variable Number/value Percentage | Percentage Comment
Men Women
Total Number of loans conceded| 80 Groupsand associationgEnd of
under DCA May 2014)
Total value of loans concededunder | 7,087,958.01M{End of May 2014)
DCA
Disaggregationby loan size (cohortsto
bedecidecby bank) . Nr of
Loan size (Mt) Loans
5.000 - 15.000 3
15.001- 25.000 10
25.001 - 50.000 24
50.001 - 75.000 15
75.001 - 100.000 3
> 100.000 25
Loan numbers /values by sectors
(disaggregated by: input supplier,
producer, processor, internal trader,
exporter, etc.)
Productioni 67
Tradingi 13
Loan numbers/valuesby sizeof clients | All loansare madeto micro clients
(disaggregated by micro, small,
medium)
Loan numbers/ values by client types
(individual farmer, farming company,
non-farming  company, informal
farmer group/club,
association/cooperativeetc)
Individual 8 clients 1.304,487MZN 88% 12%
Group/club 65 clubs/groups5,255,963 67% 33% % of sexis estimated
Association 7 Associations 2,055,260 67% 33% % of sexis estimated
Short-term loans (<lyear) All agriaultural loansdo not go up to
12 months
Medium-term (1<3yrs) N/A
Long-term (>3yrs) N/A
GeographicLocation of Loans N/A
Number of first -time borrowers 54 groups 67% 33%
Number of new borrowers under | 1groupin 2014 100% 0%
DCA who had previously borrowed
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from the bank

Number of repeat borrowers within | 28 clubsandassociations 67% 33%
DCA framework
Number of refused loans before DCA | N/A
1 main reasons
Number of previously refused clients | N/A
that were approved through the DCA
T what changed?
0
Number of refusedclients within DCA
- reasons
Number of current DCA covered | 8 90% 10%

clients that your bank would consider
re-financing outside of a DCA
guarantee

Main types of collateral guarantees
used

Solidarity of the group and 15%
Loan Securitysavings

Loan securitysavingss
returnedback to group
attheendof thecycleif
they d o n @vant to

continue.
Overall PAR<30 days (by year if | 1.25%
possible)
Overall Repayment rate (by year if
possible) Overall
Repayment
Year rate
2011 90%
2012 83%
65% (see
main text for
causes of
2013 decline)
Value of claimsrecoveredfrom DCA USD 6,659
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Banco Terrai LPG-DCA Agriculture Portfolio
Banco terra does not differentiate between a DCA covered loan and other. It uses its
commercial requirements to access all loans.

Terms and conditions®

Banco Terra did not make any changes to its loan application as a result of the DCA.
1 100% financing to established agribusinesses with proven experience

1 50% finance for new projects/businesses
1 Attractive tariffs
1

Flexible disbursements as per the nature of the agribusiness activity

Prerequisites,

1 Have a bank account at BT

1 Present a business plan

1 Own a DUAT (Land Use Certificate)
For qualification

1 Present financial records

1 Present collateral

The DCA guarantee is important and is considered by the bank when an agribusiness has the

potential but cannot provide the full collateral requirement (100 percent). BT then uses the DCA

to fill the collateral gap, often up to 50 percent of the desired value. BT states a 100 percent

repeat borrowers rate and ikeBOMhasnét kept the gender disaggrega
is not an important fact for the bank. It assumes a very low percentage of female agricultural

borrowers since it is a male dominated sector at commercial level. Along its practice to not
different i at e applications with or without DCA, BT &
data between loan guaranteed and non-DCA guaranteed loans thus it is impossible to obtain

this data.

® Informationextracted fromwww.bancoterra.co.mz
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Loan Description (Types, conditions, terms, etc.)

Target Groups: SMEsin agriculturalvalue chainsexcludingMaputo but BT is now
withdrawingfrom i s menterprisesandmovingupintofi | ae rgtee r gategorg. e
Size:Loanscanupto equivalentof USD 1m butonly in local currency(meticais)

Interest Rates: rangesfrom 14-24% pa with smallerfarmers(producers)paying 18-

24%

Terms: Working capitalloansupto 1 year;investmentoansupto 5 yearsbut with loan
restructuringpossibilitiesof up to 8-9 years

Guarantees:

Note: BT hasnotintroducedanychangesn loantypesor conditionsunderthe DGA

Variable Number/value Percentage PercentageWomen | Comment
Men

Total Number of loans concededunder| 115 87% 13%

DCA

Total value of loans conceded under| 133,971,387 87% 13%

DCA(MZN)

Loan numbers /value by sectors

(disaggregated by: input supplier,

producer, processor, internal trader,

exporter, etc.)

Producer(MZN) 107 164,926,738 |87% 13%

Trader(MZN) 2 18,798,519 |83% 17%

Processo(MZN) 6 37,450,000 |[100% 0%

Loan numbers/valuesby size of clients

(disaggregated by micro, small,

medium)

Lesghan MZN1,000,000 97 26,670,939 |87% 13%

BetweenMZN1,000,100and 12,000,000| 17 74,504,318 |88% 12%

Greater than MZN12,000,1000 1 20,000,000 |100% 0%

Loan numbers/ values by client types

(individual farmer, farming company,

non-farming compary, informal farmer

group/club, association/cooperative,

etc)

Individualfarmer (MZN) 104 148,238,810 |88% 12%

Farmingcompany(MZN) 4 11,776,464 |50% 50%

Nonfarmingcompany(MZN) 7 61,159,983 |[86% 14%

TermLoans

Shortterm loans (<lyear) 108 (87,226,738 [81% 10%

Mediumterm (1<3yrs) 7 33,948,519 (171% 57%

Lorg-term (>3yrs) 0 0 0% 0%

Geographid_ocationof Loans
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Gaza 95 89% 11%
25,638,810

Inhambane 4 50% 50%
10,137,928

Manica 4 100% 0%
26,300,000

Maputo 6 83% 17%
25,750,000

Nampula 2 100% 0%
18,798,519

Sofala 1 0% 100%
3,050,000

Tete 1 100% 0%
2,000,000

Zamkézia 2 50% 50%
9,500,000

Number of first-time borrowers 107 (77,803,749 |86% 14%

Number of new borrowers under DCA( 0 0% 0%

who had previously borrowed from the

bank

Number of repeat borrowers within | N/A N/A N?A

DCAframework

Number of refused loans before DCA¢ | N/a N/a N/a

main reasons

Number of previously refused clients|0 0% 0%

that were approved through the DCA(

what changed?

Number of refused clients within DCA - |0 0% 0%

reasons

Number of current DCAcoveredclients| 0 0% 0%

that your bank would consider re-

financingoutside of a DCAguarantee

Main types of collateral guarantees

usedunder DCA

Movable Assets 11 N/a N/a
18,726,668

FixedAssets 11 N/a N/a
55,876,342

Stocks 2 N/a N/a
9,000,000
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Termdeposit 95 N/a N/a
13,373,976

Overall PAR<30 days (by year if N/a N/a Sum of

possible) 694,599 Total value
NPL  (in
MZN) 1-30
days
Total
Portfolio
31 May
2014

Overall Repayment rate (by year if | Information not

possible) available

Value of collectionsmade on bad debts| 3,073,661.78 88% 12%

(specify value of collateral recovered

under DCAcover)

Table 13. Banco Terra - DCA Identification 656-DCA-11-005 (Sida)

Loan Description (Types, conditions,
terms, etc.)

Target Groups: SMEs in agricultural value chains excluding Maputo but BT is now
withdrawingfrom i s menterpriseandmovingupintofi | ae rgtee r gategorg. e 0
Size: Loanscanup to equivalentof USD 1m in local currency(meticais)and USD 1.5min
USD (this DCA agreementllows for loansto be madein USD if conformingto Bank of
Mozambiquerequirements)

Interest Rates:rangesrom 14-24% pawith smallerfarmers(producerspaying18-24%
Terms: Working capitalloansup to 1 year; invesmentloansup to 5 yearsbut with loan
restructuringpossibilitiesof up to 8-9 years

Guarantees:
Note: BT hasnotintroducedanychangesn loantypesor conditionsunderthe DCA
Variable Number/value PercentageMen Percentage Comment
Women
Total Number of loans concededunder N/A N/A
DCA 20
Total value of loans conceded under N/A N/A
DCA ($USD) 9,120,133
Disaggregation by loan size (cohortsto
bedecdedby bank)
Lessthan$USD 33,300 0 0 N/A N/A
Between$USD 33,310and400,000 13 2,901,762.50( N/A N/A
Greaterthan$USD 400,000 8 6,218,370.66| N/A N/A
Loan numbers /value by sectors
(disaggregated by: input supplier,
producer, processor, internal trader,
exporter, etc)
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Producern$USD) 5 2,174,489.73 | N/A N/A
Producer/Exporte($USD) 10 5,421,284.48 | N/A N/A
Trader(3USD) 2 1,073,841.06 | N/A N/A
Processo($USD) 2 402,747.19 N/A N/A
Input supplier 1 47,770.70 N/A N/A

Loan numbers/valuesby size of clients
(disaggregated by  micro, small,

medium)

Lessthan$USD 33,300 0 0 N/A N/A
Between$USD 33,310and400,000 13 2,901,762.50 | N/A N/A
Greaterthan$USD 400,000 8 6,218,370.66 | N/A N/A

Loan numbers/ values by client types
(individual farmer, farming company,
non-farming company, informal farmer
group/club, association/cooperativeetc)

Farmingcompany($USD) 15 7,174,446.40 | N/A N/A
Non-farmingcompany($USD) 4 1,390,130.76 | N/A N/A
Term Loans

Shorttermloans (<lyear) 3 2,312,779.11 | N/A N/A
Mediumterm (1<3yrs) 1 47,770.70 N/A N/A
Long-term (>3yrs) 16 6,759,583.35 | N/A N/A
GeographicLocation of Loans

Gaza 0 0 N/A N/A
Inhambane 2 400,000.00 N/A N/A
Manica 4 1,622,860.21 | N/A N/A
Maputo 4 4,234,337.84 | N/A N/A
Nampula 2 1,073,841.06 | N/A N/A
Niassa 5 1,441,532.25 | N/A N/A
Sofala 1 A47770.7 N/A N/A
Tete 1 165,562.91 N/A N/A
Zamlézia 1 134,228.19 N/A N/A
Number of first-time borrowers 9 N/A N/A
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Number of new borrowers under DCA | 0 0% 0%

who had previously borrowed from the

bank

Number of repeat borrowers within |0 0% 0% The apparent
DCA framework repeat

beneficieriesin the
reports are due to
restructuring of

their loans

Number of refused loans before DCA "E| No information No information No information

main reasons

Number of previously refused clients| 0 0% 0%

that were approved through the DCA ‘E

what changed?

Number of refusedclientswithin DCA - |0 0% 0%

reasons

Number of current DCA coveredclients | 10% N/A N/A Forthose

that your bank would consider re- consideredo be

financing outside of a DCA guarantee eligible, BT would
reducetheamount
financed.

Main typesof collateral guaranteesused

under DCA

Movable Assets($USD) 17 1,780,824 | N/A N/A

Fixed Assets($USD) 8 3,318975 | N/A N/A

Stocks($USD) 2 6,910,417 | N/A N/A

Termdeposit($USD) 0 - N/A N/A

Corporateguaranteé$USD) 1 750,000 | N/A N/A

Overall PAR<30 days (by vyear if 694,599 | N/A N/A Sumo f the total

possible) value NPL (IN
MZN) 1-30days
Total Portfolio 31
May 2014

Overall Repayment rate (by year if | Noinformation N/A N/A

possible)

Value of collections made on bad debts| 0 0 0

(specify value of collateral recovered
under DCA cover)
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FINDINGS, CONCLUSIONS & RECOMMENDATIONS

In the sections that follow the findings of the Performance Evaluation of the Loan Portfolio
Guarantee trough the Development Credit Authority (DCA) in Mozambique will be presented.
The results will be presented in a format that addresses the evaluation questions and is
consistent with the DCA Theory of Change Results Chain. The objectives were to identify the
level and quality of the changes, if any as a result of the DCA intervention in Mozambique.

FINDINGS

Results of the Guarantee: Input Level

USAID Mozambique approached Banco Oportunidade de Mocambique (BOM) in 2009 when
the Bank had completed the process of evaluating its ability to finance the agriculture sector
using Weather Indexed Insurance and had concluded that the available data was inconsistent to
develop an index, and thus it would not provide finance to the sector. The timing of the
USAID/DCA Team approach was right and so was the willingness of the Bank to adopt the Loan
Portfolio Guarantee through the DCA, facilitated by the straightforward due diligence
procedures. At the time, BOM did not have any experience in the agriculture sector in
Mozambique. Its frustrated wish to apply the Weather Indexed Insurance had been fuelled by its
success in Malawi and it hoped to copy the experience to Mozambique. Until then, BOM had
been an urban and peri-urban focused bank providing trade loans as its main product to SMEs.

Banco Terra on the other hand, had previous experience of financing the agriculture rural
smallholder through the ADIPSA/ Danida funded program which had also provided the bank
with a Guarantee Fund. Through the Fund BT financed farmer associations and small and
medium-size agribusinesses. Due to personnel turnover, current staff are unclear on how the
DCA agreement evolved. In 2009 BT was assigned its first Loan Portfolio Guarantee and in
2011 the second which has 50 percent contribution from the Swedish Government.

Over time, BT recognized that that the administrative and claiming procedures of the DCA were
simpler than those of ADIPSA (which essentially required time-consuming independent due
diligence procedures). The bank did not change its procedures to accommodate the DCA. It
uses the DCA to finance commercial farmers which request financing but do not have enough
collateral to satisfy the banks requirements the DCA assumes the risk of the outstanding
collateral. Without the DCA these loans would otherwise be refused or the amount borrowed
reducedtosui t the bankés risk assessment.

Support was provided to the banks to familiarize the, with DCA procedures. The sessions were
brief and most things were assumed to be self-explanatory. BT seems to have benefited more
from the engagements and easily adopted the uploading of the data for reporting on the DCA
system and reported claims. In the case of BOM, only a few people attended the onboarding
sessions, and bank turnover led to a situation in which understanding of the DCA process
disappeared with exiting staff. During a visit by the DCA Team at the end of 2013 to inquire
about their progress, BOM was asked why it never had claimed and if that mean all was going
well. This session clarified to the current BOM team the procedures and they realized that
contrary to their assumption of a tedious claiming process, DCA was simple. This wrongful
assumption had led BOM not to claim losses under 200.000Mt (USD6.666) thus assuming
those losses. Since then, claims were submitted in January and paid in April 2014. As this was
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the first submission, BOM feels that the process can be even faster once procedures are

familiar (BT claims that their claims take 6 months to be paid and that DCA needs to improve).

Data was taken from BOM MIS and transferred onto the DCA plattoomand BOMGs st aff t
to do this. Implementation during the first year was slow, with only about 10 clients but began to

increase rapidly in 2012/13. Today BOM has direct access to the online platform and uploads its

data.

USAID funded development progr ams whi ch aimed to work to meet
identified as potential sources of technical Assistance (TA) to farmers and link them to financial

institutions. BOM and BT were of preference since the DCA aimed to facilitate access to credit

by lowering the traditional constraints farmers face.

Partnership with Sida - The involvement of Sida introduced new aspects vis-a-vis previous LPG
with BT including: introduction of tourism sector and greater emphasis on lending to enterprises
owned by women. Sida also required greater geographical flexibility with less emphasis on
lending to corridor based activities.

Sida was generally satisfied with the DCA experience and saw it as an important instrument for
the organization to better understand the private sector. However, it felt that, despite funding
half the LPG, it was treated as the Asilent partn
in terms of monitoring and evaluation (M&E). As he agent, however, USAID is responsible for
reporting, fee collection, approval and claims processing but Sida, as funder, are in principal
involved in M&E and should be able to participate in M&E exercises, either directly or through
representation.

It is also their opinion that that the information generated by the banks is only quantitative and
lacks contextual narrative to better understand the impact of the LPG and to better explain the
progress achieved by the banks and factors behind problems encountered. Furthermore they
were unhappy with some of the linkages created within the LPG and AgriFuturo which resulted
in delayed delivery of equipment resulting in serious repayment problems for clients. Sida
recognized the limitations of promoting greater involvement of female entrepreneurs at the level
of enterprise scale that BT was targeting. Sida is considering on using the DCA or similar
instruments for targeting SMESs in other sectors.

Results of the Guarantee: Output Level

As per the DCAOG6s Evalwuation Framewor k, atbean out
measured, these can be of economic and financial nature. The objectiveness to determine if the

LPG-DCA contributed with Economic Additionally (e.g. business sales, profits, jobs) and

Financial Additionally (additional loans extended).

Farmers have access to finance in the form of production and/or commercialization loans to
leverage own resources and increase production, productivity and incomes. DCA beneficiaries
were interviewed in Zambézia province (Gurué district), Manica province (Manica and Chimoio
districts) and Gaza province (Chokwé district). In all instances, the interviewees reported using
additional capital from the production loan to hire labor (weed control, bird control in the case of
rice and harvest in the case of cereals and oilseeds). Land preparation services and inputs
(fertilizers and herbicides) whenever available were also purchased, thus enabling the farmers
to expand production areas and seek higher productivity per hectare (Ha). In Chokwé, farmers
that were part of the Mia Rice out growers scheme reported planting 2 to 3 Ha of their own land,
under the out grower scheme they cultivated 16 to 23 Ha of rice, and were able to hire an
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average of 4 seasonal labor (mainly women) to execute less intensive tasks such as weeding
and bird control. In Manica district where informal gold extraction is dominant among peasant,
both men and women are involved in the activity. Agriculture is a secondary activity as it is
perceived to be laborious and less lucrative than gold mining. Often practiced to meet the food
needs of the household, agriculture is not considered to be a source of additional income and
the DCA beneficiaries (mostly women) reported obtaining the loans from BOM to finance poultry
production. The loan allows for 100 to 300 chicks and poultry feed to be given to the women by
the pre-identified BOM supplier. The supplier is said to often have problems in delivering the
feed so borrowers may need to find alternative sources. The chickens are sold in two formats:
cooked/grilled in portions as meals for the workers in the informal gold mines (each meal costs
80Mt or $27) or as live birds at the farm-gate ($40 each) and at the local market $50. It is
important to note that for many of these women, these production loans to finance poultry
rearing are the only source of external capital to which they have access. However, the level of
sustainability of the intervention is questionable because many are very susceptible to shocks
that can hinder their ability to repay the loan (e.g. weather, disease).

For the most recent production season (2013/2014), countrywide until the end of June 2014,
there were 92 solidarity groups with approximately 7.600’ direct loan clients of which 25 percent
were women and 75 percent men and a portfolio of about USD245.300. Eighteen groups are
located in Gurué district and have 77 direct clients®.

Four (4) groups were interviewed using focal group discussion approach in three localities of
Gurué. Most solidarity groups are composed of men and when asked about t he women 0t

women f eel that they are not ready to assume such
one important fact is that the groups are created by the borrowers themselves based on trust
and relationship (friend or relatives) thus they needtobel i eve i n each otherods a

individual contribution for the loan instalment. In Tetete a groups of 3 women and one man was
interviewed. For cultural and security reasons the man was tasked with the responsibility to
travel to Gurué City to make the payment at the branch.

The production loan enables farmers to make use of land preparation services. These services

are provided by local emerging farmers who often are beneficiaries of the FinAgro Program and

have accessed a loan intermediated by Technoserve (TNS) at the BCI bank. FinAgro pays 50

per cent of the loan amount, the farmer pays collateral which is equivalent to 10% of the loan

and the bank provides the remained 40 per cent through a loan. The farmer acquires agriculture

implements (a tractor with planter, a ripper and a thrasher) to the value of USD77.000
(2.300.000Mt) and makes quarterly instalment payments equivalent to USD4.200 (126.000Mt).

To ensure the emerging farmersdé ability tpok meet t
them to BOMOGs client networKk

"BOM in June 2014-645people as direct loan clients (1.911 are women and 5.734 are men) and a portfolio
amount of 7.361,03 MT

8 44 loans to the value of 877.825,82Mt (Z8.547,19) were given to these groups as per their needs (to finance
different phases of the production cycle).
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BOMOG s clients have
preparation and post-harvest services which
enables them to expand areas cultivated
and have higher productivity. In addition,
TNSOs clients have
income to meet their obligations with the
bank.

BOM makes the payment directly to the

a cpeoeidersbased an the Ireqguest received by

their clients and the signed sheet of service
rendered. Often such providers also begin
supplying inputs such as seeds, but farmers

shave wamelained stlvau thec eost @ fhigher

when acquired through the bank and they
would rather have the money to purchase
directly. There are also cases where these
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service inputs are not available to be supplied
through the banks providers and farmers
purchase them at the local markets or at the
nearby markets of Malawi. There are at
least two BOM clients in Gurué which have
been recently selected for the TNS/FinAgro
program. This is an interesting combination
of how a USAID tool has been able to
facilitate access to services and production
through contracted services.

There was some concern regarding the
service providers with BOM clients around
the increase in interest rates. Service
providers are concerned in losing clients.
BOM did confirm that it has increased
interest rates but the decision is still under
discussion in view of the new strategy BOM
has for the sector.

Men reported using the services of the
service providers. They hire 10 to 40
seasonal laborers who are paid daily and or
receive in kind with maize or beans for each
hectare worked. Women reported inviting
their friends to help in preparing the land,
planting and harvesting. At the end of each
working day, they cook and eat together as
friends.

Figure. 5. Threshing equipment bough by a farmer
and rented by BOM beneficiaries

Agriculture commercialization loans are provided to farmer associations and federations (groups
of associations) which have proven themselves as highly productive and have been granted an
off-take contract. The World Food Program (corn) and TNS (soya beans) are often the off-takers
that engage with farmers and BOM finances the commercialization process. The
federation/association presents its contract to BOM and after its evaluation, the bank decides on
the amount to be financed. Farmers often complain that the amount granted is not enough to
finance the whole process and thus only purchase part of the quantities stipulated in the
contract. Therefore, farmers do not meet the financial objective sought at the beginning.
Federations receive loans and distribute to the associations it identified as highly productive.
Within the association, the members who are known to be reliable farmers are tasked to
produce and supply the association with the contract quantities.
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Figure. 6 Organization structure of Farmers' Federations

Delays in the payment of the delivered quantities by the association to the off-takers WFP/TNS
have resulted in farmers being discouraged and incurring financial losses. Both entities are said
to delay in making payment after collecting the commaodities with WFP having delayed as long
as 8 months to pay one association. When that happens, farmers incur late payment costs at
the bank which they report to completely cancel the benefit of having an off-take agreement as
all margins are used to pay the interest rates. When inquired, BOM stated not charging interest
rates to the farmers in those agreements as they understand that it is not their fault. However,
farmers are not aware of such practice and it is not understood how the bank would recover its
losses if it doesn't charge the farmer nor the off-taker who doesn't have a direct relationship with
the bank under this contract.

Most of the associations/federations were trained either by Gapi (A Mozambican Development
Finance Institution with a Business development Services division), CLUSA (American NGO) or
Adipsa (Danida funded agricultural development project which came to an end in 2012) at some
point. They mention having received training in good governance, accounting and general loan
management, and thus their ability to effectively manage the loans. In some cases, these
federations own warehouses and some equipment such as tractors that can be used as
collateral to financial institutions and serve as sources of income. They question the reluctance
of banks to finance them directly, especially dur
have a contract with WFP. They believe that they could use the resources and during the
season commercialize at least twice before having to return the funds. Their market would be
Abilio Antunes (the poultry farmer in Manica that purchases most of the produced soya in the
region) as well as the trade houses in Nacala such as Export marketing. With no finance, the
farmers are forced to sell to intermediaries at the door-step of the federation and rent to the
intermediaries their warehouse.
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